CHAPTER 8   :   PREPAYMENTS AND ACCRUALS

From the draft trial balance supplied by the bookkeeper, we can see that no prepayments or accruals have been posted to date. Thus we will look at this area as the next step

PREPAYMENTS

These are a lot more straightforward to highlight as we are accounting for a payment which has already been made whereas with an accrual we are trying to accrue for an amount which has not yet been paid and hence not yet processed

PROCEDURE

(1) Review the list of transactions for the period and highlight any expenses which have been paid in advance

(2) Work through the prepayments routine in the system (Nominal codes and Prepayments) and process the necessary adjustments at the end of April 10 , May 10 and June 10
Again the correct treatment is shown for reference overleaf

ACCRUALS

In order to highlight any accruals in practice, we would need to review the expenses for any items which are traditionally paid in arrears, compare with previous year’s accounts for accruals set up last year, discuss with management in order to ensure that all necessary accruals have been made.
In this example, after discussion with Mr. Torres, we are satisfied that no accruals are needed.
CORRECT TREATMENT OF PREPAYMENTS
You should have spotted that on 8 April 2010, Mr. Torres paid 3 months rent on the warehouse and hence a prepayment needs to be accounted for

A prepayment should have been set up for the amount excluding VAT and this should have been processed at 30th April, 31st May and 30th June 2010. 

Thus, there is actually no prepayment remaining at 30th June but the correct routine needs to be followed.
